ABSTRACT
INTRODUCTION
he supply-and-demand model is the cornerstone of modern economic theory. Our daily lives are filled with scenarios that can be explained using the supply-and-demand framework. The supplyand-demand framework predicts, for example, that when the price of a trip to Disneyland increases, individuals purchase fewer trips to Disneyland. Supply-and-demand theory also predicts that when the price of a trip to Disneyland increases, consumers purchase fewer McDonald's meals at Disneyland's on-site McDonalds. 1 Tickets to Disneyland and meals at the on-site McDonald's are complements -as the price of one increases the demand for the other falls. As the price for meals at the Disneyland McDonald's falls the demand for meals elsewhere may increase. Meals at Disneyland's McDonald's and meals elsewhere are substitutes -as the demand for one good decreases the demand for the other increases. The demand for meals at Disneyland's McDonald's has fallen because the price of being at Disneyland increased. For substitute goods, when the price of one good increases the demand for the substitute increases.
Not only do the prices of related goods affect consumers' purchasing decisions. Income is also a major determinant of demand. For normal goods, when an individual's income increases, the individual purchases more of a good at any price. Higher incomes are likely to lead individuals to purchase more expensive forms of entertainment, such as trips to amusement parks like Disneyland.
Individual's tastes and preferences, information, and government regulations are also factors that determine how much of a good is demanded. It is easy to imagine how attendance at Disney resorts is likely to fluctuate with the popularity of other Disney movies and products, and how these are a reflection of general social trends. Also, if travel agents provide information to potential travelers on Disneyland's products and packages, the number of visitors is likely to increase. Finally, government taxes on rooms and meals can influence the price of vacations to Disneyland, and thereby change demand.
T
Formally, the demand for goods and/or services is a function of the price of the good, the prices of related goods, income, and other factors such as tastes and preferences. While the supply-and-demand model is typically used to evaluate the market for goods like cars and commodities, it is equally applicable to the market for services. In this paper we explore the demand for tourism using Japanese tourism in the U.S. as a case study. In doing so, we highlight the importance of examining income in a disaggregated form, and emphasize that GDP may not be an effective proxy for aggregated individual income.
TOURISM DEMAND
Tourism within the United States can be viewed as an exported service. Foreign countries, therefore, are importing tourist services from the United States. The demand for imports behaves similarly to the demand for other goods. When foreign income increases, greater quantities are demanded. Similarly, when the price of an imported good falls, the quantity demanded increases.
Historically, Japanese visitors and their generous spending patterns have represented an important component of the U.S. tourism industry. The United Kingdom and Japan are the most well represented countries in terms of visitors within the United States. 2 In terms of spending, however, the importance of Japanese visitors is magnified. In 2006, Japanese tourists spent $284 million while visiting the city of Los Angeles. This is 1.7 times more than U.K. visitors spent. While Japanese visitors remain an important component of international tourism demand within the U.S., the number of Japanese visitors within the U.S. has been declining. Figure 1 illustrates this trend. Our task here is to employ demand analysis in order to understand why this decline is likely to have occurred. When discussing the tourism decline within the U.S. it is natural to look to the terrorist attacks of September 11, 2001 . The number of international visitors to the U.S. declined sharply following 9/11 and has been relatively slow to recover. 3 Enhanced security following 9/11 made international travel inconvenient. The number of visitors from Japan dropped significantly following 2001 and has hovered around 3.5 million visitors per year since then. An examination of Figure 1 shows that the decline in Japanese visitors to the U.S. began before the events of 9/11. The terrorist attacks of 9/11 likely accelerated the decline in the number of Japanese visitors, but were likely not the sole cause of the decline.
Referring back to the determinants of demand, we are reminded that income is likely to be an important factor in determining Japanese visitors demand for tourism services within the United States. One would expect that a decline in income in Japan would be associated with a decline in the number of visitors to the U.S., and vice versa. Figure 2 plots Japanese real GDP and the number of Japanese visiting the U.S. between 1997 and 2007. Since 1998, real GDP in Japan has trended upward. The number of visitors to the U.S. declined in nearly every year during this time period. The literature tends to find that real GDP, a standard measure of aggregate income, is a determinant of tourism demand. 4 However, it does not appear to be the case that Japanese real GDP was a significant factor in determining the demand for tourism to the United States. A number of Japanese banks were forced into bankruptcy. Following these bankruptcies, the Japanese economy slumped even further. Labor markets were dramatically impaired. Historically, layoffs have not been common among Japanese companies. Following the banking crisis, Japanese companies began to utilize short-term contract workers, temporary workers, and part-time workers more intensively. These so-called "non-regular staff" allowed companies more flexibility with respect to their employment levels. Prior to 1997, the ratio of non-regular staff to total employees was approximately 20%. Following the 1997 banking crisis, the ratio of non-regular staff to total employees increased, reaching 34% in 2002. Non-regular staff tend to be paid less than their full-time counterparts. Consequently, the increased utilization of non-regular staff led to a decline in the disposable income of Japanese workers. Figure 3 plots a real wage index along with the number of Japanese visiting the United States. A real wage index provides a better measure of the income of Japanese workers and may provide more insight into the reasons for the decline in the number of Japanese tourists in the United States.
The case of Japanese tourism in the United States highlights the fact that aggregate measures of income, such as GDP, may not be the best measure of income when analyzing the demand for services. Understanding why this is the case relies on understanding how aggregate demand curves are derived. The aggregate demand for Japanese tourism in the U.S. is the sum of each individual Japanese citizen's demand for U.S. exports of tourism services. Since the aggregate demand curve for a service is the sum of individual demand curves, it follows that demand depends on the income of individuals. If the income of individuals is falling, then aggregate demand would be expected to fall. The real wage index suggests that while aggregate GDP was increasing, real wages per worker were falling.
While fewer Japanese citizens were visiting the U.S. following 1997, it does not appear to be the case that Japanese citizens stopped travelling abroad. Figure 4 illustrates the destination of Japanese tourists from 1997 through 2007. It is clear that the number of Japanese tourists visiting the United States and Europe declined throughout the period. However, the number of Japanese tourists visiting China increased relatively steadily throughout the period. As of 2007, Japanese tourists are more likely to visit China than they are to visit the United States. Travel to neighboring countries, such as China, is about half as expensive as travelling to the United States. As the disposable incomes of Japanese citizens declined, Japanese tourists responded by substituting relatively cheap trips to China for trips to the United States. A fuller understanding of this substitution requires an analysis of tourism's price. The literature defines the price of tourism as the ratio of the Consumer Price Index (CPI) in the visitor's home country to the CPI in the destination country, adjusted for exchange rates (Durbarry, 2008) . Given that tourism prices are difficult to measure directly, the CPI serves as a proxy. Since the CPI is measured in each country's local currency, the exchange rate in each period is used to adjust the measure of prices into consistent units. Figure 5 illustrates the relationship between the number of Japanese visitors in the United States and tourism prices.
Generally, aggregate price levels do appear to explain fluctuations in the number of Japanese visiting the United States. When the price of tourism is increasing, the number of tourists visiting the United States is falling. In both Figure 4 and Thus far, our analysis has confirmed that income (when disaggregated) and prices do impact the demand for U.S. tourist services by Japanese visitors. Next, we explore whether income and prices are a determinant of demand for U.S. tourism exports by Chinese visitors. Figure 6 illustrates the relationship between real GDP in China and the number of Chinese choosing to visit the United States. Unlike in Japan, real GDP does appear to follow trend with Chinese citizen's demand for exports of U.S. tourism services (again, 2003 is an exception). Real GDP would be expected to explain tourism demand when changes in real GDP reflect changes in disposible income. This suggest that real GDP growth in China likely reflected an overall increase in the purchasing power of Chinese citizens. On the other hand, real GDP growth in Japan occurred while many Japanese citizens were acutally experiencing decreases in their purchasing power. 
CONCLUSION
Economic theory tells us that the demand for tourism is a function of the income of those travelling, the relative price of tourism, the prices of related goods (other international destinations), and general tastes and preferences for various locations. We have shown here that Japanese tourists demand for travel within the United States is a function of the four aforementioned factors of demand. With respect to income, however, care must be taken to make sure that the measure of income assessed is a measure of Japanese citizen's disposible income. Aggregate income, as measured using Japan's real GDP, does not effectively measure resources available for travel. Japanese citizen's demand for U.S. tourism services appears highly responsive to tourism prices. As China has continued to make travel to China easier, and tensions between China and Japan have continued to diffuse, more and more Japanese citzen's appear to have substituted travel to China for travel to the United States.
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